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INTRODUCTION

This pamphlet! contains background information compiled by
the staff of the Joint Committee on Taxation relating to the present
Federal tax system and information about the structure of various
alternative tax systems. It has been compiled in connection with a
retreat of the Committee on Ways and Means held on March 1-3,
1996, to consider issues arising in the context of fundamental tax
reform. This information is being published to make available to
the public the same information provided to the Members of the
Ways and Means Committee by the staff of the Joint Committee
on Taxation.

1This pamphlet may be cited as follows: Joint Committee on Taxation, Selected Materials Re-
lating to the Federal Tax System Under Present Law and Various Alternative Tax Systems,
(JCS~1-96), March 14, 1996.
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A. Overview of Federal Revenue and Spending

The following tables and graphs provide background information
relating to Federal receipts and outlays. The tables include infor-
mation concerning the growth of Federal mandatory spending, the
historic levels of Federal receipts by source, by source as a percent-
age of GDP, and by source as a percentage of total revenues. In ad-
dition, specific information is provided with respect to estate and
gift tax receipts and excise tax receipts.



A-1.--Growth of Mandatory Spending in the Federal Budget

1963 - 1973
Mandatory Spending Mandatory Spending
29.6% 45.0%
Entitlements

38.0%

Entitlements
22.7%

Net Interest

7.0%
Discretionary
70.4%
Discretionary
55.0%
1993 2003
Mandatory Spending Mandatory Spending
61.4% 72.0%
Entitlements Entitlements
47.3% 58.2%
Net Interest Net Interest
14.1% 13.8%

Discretionary
38.6%

Discretionary
28.0%

1983
Mandatory Spending
56.3%

Entitlements
45.2%

Discretionary
43.7%

Source: Bipartisan Commission on Entitlement and Tax Reform, Finai Report to the President, January 1995



A-2.--Projected Fiscal Year 1996 Federal Receipts by Source
($ in Billions)

Individual Income Tax $623.4
441%

Corporate Income Tax $157.4
11.1%

Other $65.1
4.6%

Excise Tax $57.6
4.1%

Payroll Tax $509.3
36.0%

Source: OMB, Budget of the United States, fiscal year 1896



A-3.—Aggregate Federal Receipts by Source, 1890-1994 (nominal dollars)
[In billions of dollars]

ndivi at Excise Other
Year iIn(ﬁn‘;g :;l::l: Payroll tax iﬁng:f: tai t:xes receipts
543.1 4615 140.4 55.2 57.6
509.7 428.3 117.5 48.1 50.0
476.0 413.7 100.3 45.6 55.0
467.8 396.0 98.1 42.4 49.9
466.9 380.0 93.5 35.3 55.5
445.7 359.4 103.3 34.4 47.9
401.2 334.3 94.5 35.2 43.7
392.6 303.3 83.9 32.5 41.9
349.0 283.9 63.1 32.9 40.2
334.5 265.2 61.1 36.0 372 &
298.4 239.4 56.9 374 34.4
288.9 209.0 37.0 35.3 30.3
297.7 201.5 49.2 36.3 33.0
285.9 182.7 61.1 40.8 28.7
244.1 157.8 64.6 24.3 26.3
217.8 138.9 65.7 18.7 22.1
181.0 121.0 60.0 184 19.3
157.6 106.5 54.9 17.5 19.0
131.6 90.8 414 17.0 17.3
1224 84.5 40.6 16.6 15.0
119.0 75.1 38.6 16.8 13.7
103.2 63.1 36.2 16.3 12.0
94.7 52.6 32.2 15.5 124
86.2 47.3 26.8 16.6 10.2
90.4 444 32.8 15.7 9.5
87.2 39.0 36.7 15.2 8.7




A-8.—Aggregate Federal Receipts by Source, 1890-1994 (nominal dollars)—Continued
[In billions of dollars]

Individual Corporate Excise Other

Year income tax P ayroll tax incog)e tax taxes receipts
TOBB oeerieeiiiiiieeerrsirersersrsenseessssssussansarssrserransssssnnesssssass 68.7 33.9 28.7 14.1 7.6
BOBT oeeeeeiiireieeirerrrereeeeseseesessasasassasserererrrrsresesasastnsannanas 615 32.6 34.0 13.7 7.0
1966 o.oeeeeeeereresreeerisrirereesesseeesaeessasssnessesistsibnsstnssasennens 55.4 25.5 30.1 13.1 6.7
19685 o.vveeeerreeseeinesteessressaeraessaesstesnssanssrassreshassbsertenes 48.8 22.2 25.5 14.6 5.8
1984 oveeerveeiiereiaeresraeesarressressssssasssasisessssrsesensassrsaessansens 48.7 22.0 23.5 13.7 4.7
1988 ovveereeicrisreeeresssbessertesestesaessaesstsesaestssbesasssaasrass 47.6 19.8 21.6 13.2 4.4
45.6 17.0 20.5 12.5 4.0
. 41.3 16.4 21.0 119 3.8
40.7 14.7 215 11.7 3.9
36.7 11.7 17.3 10.6 2.9
34.7 11.2 20.1 10.6 3.0
35.6 10.0 21.2 10.5 2.7
32.2 9.3 20.9 9.9 2.3
28.7 7.9 17.9 9.1 1.9
29.5 7.2 . 21.1 9.9 1.9
29.8 6.8 21.2 9.9 1.9
27.9 6.4 21.2 8.9 1.7
21.6 5.7 14.1 8.6 1.6
15.8 4.3 104 7.6 1.4
15.6 3.8 11.2 7.5 14
19.3 3.8 9.7 74 1.5
- 17.9 3.4 8.6 7.2 1.3
16.1 3.1 11.9 7.0 1.2
184 3.5 16.0 6.3 11
19.7 3.5 14.8 4.8 1.0
6.5 3.0 - 9.6 4.1 0.8
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A-3.—Aggregate Federal Receipts by Source, 1890-1994 (nominal dollars)—Continued

{In billions of dollars]
Individual Corporate Excise. Other
Year income tax Payroll tax income tax taxes receipts

0

w

CO0000O00O00000900000
et DO DO ot bt ik et DO COCOCWWNIRONNWWN W

COO0OODOOCOOODOOOOOOO0OOOOCO0O
COOOOODOODOODOOOOOOTCOOOO
COOOOOOOODOOOOOOOOOOCO

e
[y

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
Fis-

Source: Joint Committee on Taxation; Office of Management and Budget, Historical Tables, Budget of the United States Government,
cal Year 1996; and Census Bureau, Department of Commerce, Historical Statistics of the United States, Colonial Times to Present.



A-4.—Federal Receipts By Source, As a Percentage of GDP, 1934-1994

Individual Corporate s
Total re- r Payroll h Excise Other
Year ceipts mfg:‘e taxes mtt:;);ne taxes receipts
18.96 8.19 6.96 2.12 0.83 0.87
18.43 8.14 6.84 1.88 0.77 0.80
18.42 8.04 6.99 1.69 0.77 0.93
18.57 8.24 6.98 1.73 0.75 0.88
18.81 8.52 6.93 1.71 0.64 1.01
19.15 8.62 6.95 2.00 0.66 0.93
18.90 8.34 6.95 1.97 0.73 0.91
19.18 8.82 6.81 1.88 0.73 0.94
18.23 8.27 6.73 1.50 0.78 0.95
18.50 8.43 6.68 1.54 0.91 0.94 ©
18.04 8.08 6.48 1.54 1.01 0.93
18.11 8.71 6.30 1.12 1.06 0.91
19.79 9.54 6.45 1.58 1.16 1.06
20.22 9.65 6.16 2.06 1.38 0.97
19.56 9.23 5.97 2.44 0.92 1.00
19.07 8.97 5.72 2.70 0.77 0.91
18.54 8.40 5.61 2.78 0.85 0.89
18.55 8.22 5.55 2.86 0.92 0.99
17,70 7.81 5.39 2.46 1.01 1.03
18.49 8.11 5.60 2.69 1.10 0.99
18.75 8.47 5.35 2.75 1.20 0.98
18.12 8.10 4.95 2.84 1.28 0.94
18.06 8.25 4.58 2.80 1.35 1.08
17.81 8.21 4.50 2.55 1.58 0.97
19.57 9.18 4.50 3.33 1.59 0.96
20.19 9.43 4.21 3.96 1.64 0.94




A-4.—Federal Receipts By Source, As a Percentage of GDP, 1934-1994—Continued

Individual Corporate s
Total re- s Payroll s Excise Other
Year ceipts mgg;ne taes mg);ne taxes receipts
TOB8 vt b ee bbb e e e e e 18.06 8.11 4.00 3.38 1.66 0.89
1967 ovviiireeireeccervinncreinii vererreenresenesreresarasarins 18.76 7.76 4.11 4.28 1.73 0.88
TOBG ..oviieviiierririrrerieetiiesiisiiis i a s eraesenieans 17.79 7.54 3.47 4.09 1.78 0.91
TOBE oeeiiceieettterrrere s eesteeeses e s e e 1741 7.27 3.31 3.79 2.17 0.86
OGB4 ..ot 18.01 7.79 3.51 3.76 2.20 0.76
L1963 oot rre e e rs s e s abaib s sss s s easesans 18.23 8.14 3.39 3.69 2.26 0.75
TOB2 .oveiiiiiieierriirererneer e serereassseaenbb s e e ne 17.95 8.21 3.07 3.70 2.26 0.72
18.26 8.00 3.18 4.05 2.29 0.73
18.33 8.07 291 4.26 2.31 0.78
16.50 7.65 2.44 3.60 2.20 0.61
17.77 7.75 251 - 4.48 2.37 0.66
18.25 8.13 2.28 4.83 2.40 0.61
17.92 7.73 2.24 5.02 2.39 0.55
17.01 7.47 2.04 4.64 2.37 0.48
18.94 8.03 1.96 5.73 2.70 0.52
19.13 8.20 1.87 5.84 2.71 0.51
19.43 8.20 1.89 6.23 2.60 0.50
16.46 6.90 1.81 4.50 2.76 0.50
14.84 5.93 1.63 3.93 2.84 0.51
15.00 5.92 144 4.26 2.86 0.53
16.85 7.83 1.52 3.92 2.98 0.59
17.28 8.05 1.54 3.86 3.24 0.60
18.49 7.58 1.47 5.59 3.29 0.57
21.30 8.67 1.63 7.54 2.96 0.51
21.69 9.77 1.72 7.36 2.36 0.48
13.68 3.71 1.74 5.45 2.34 0.46

01



T - 96 - 0 TLO-€2

10.32 2.30 1.73 3.33 2.40 0.56
7.74 1.17 1.72 1.89 2.27 0.70
6.86 0.94 1.87 1.25 2.07 0.73
7.17 1.17 1.81 1.28 2.13 0.77
7.69 1.46 1.76 1.47 2.12 0.88
6.21 1.26 0.67 1.20 2.16 0.92
5.06 0.87 0.07 0.93 2.10 1.09
5.25 0.77 0.05 0.77 2.09 1.58
4.89 0.70 0.05 0.60 2.24 1.30

Source: Joint Committee on Taxation; Office of Management and Budget, Historical Tables, Budget of the United States Government, Fis-

cal Year 1996; and Census Bureau, Depa:

rtment of Commerce, Historical Statistics of the United States, Colonial Times to Present.
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A-5.—Federal Receipts By Source, As a Percentage of Total Revenues, 1890-1994

Individual Corporate R

s Payroll . Excise Other

Year u:::ge ta);res n;:;)g;e taxes receipts
43.18 36.69 1116 4.39 4.58
44.18 37.13 10.19 4.17 4.33
43.65 37.94 -9.20 4,18 5.04
44.37 37.56 9.30 4.02 4.74
45.27 36.85 9.07 3.43 5.39
44.99 36.28 10.43 3.47 4.84
44.14 36.78 10.40 3.88 481
45.96 35.51 9.83 3.80 - 4.90
45.37 3691 8.21 4.28 5.22
45.57 36.12 8.33 4,90 5.07
44.78 35.92 8.54 561 5.16
48.11 34.80 6.16 5.88 5.05
48.20 32.62 7.96 5.88 5.34
47.71 30.49 10.20 6.81 4.78
47.20 30.52 12.49 4.70 5.09
47.02 29.99 14.18 4.05 4.77
45.30 30.27 15.00 4.60 4.82
44.33 29.95 15.44 494 5.35
44,15 30.45 13.89 5.69 5.81
43.85 30.29 14.55 5.93 5.37
45.19 28.52 14.67 6.40 5.22
44.73 27.35 15.66 7.05 521
45.70 25.36 15.52 7.47 5.96
46.08 25.29 14.31 8.88 5.44
46.89 23.01 17.03 8.15 4.93
46.69 20.88 19.63 8.15 4.66

4!
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44.93
41.34
42.38
41.77
43.24
44.66
45.72
43.80
44.02
46.33
43.60
44.53
43.15
43.92
42.38
42.83
42.22
41.88
39.94
39.46
46.47
46.57
40.97
40.68
45.04
27.10
22.30
15.08
13.62
16.35
19.05
20.27

22.18
21.92
19.53
19.04
19.50
18.58
17.10
17.42
15.87
14.79
14.11
12.50
12.50
12.01
10.34

9.80

9.74
10.99
11.00

9.59

9.08

8.89

7.93

7.64

7.94
12.68
16.76
22.27
27.26
25.31
22.83
10:77

18.74
22.83
22.99
21.80
20.86
20.25
20.59
22.20
23.24
21.84
25.21
26.46
27.99
27.29
30.27
30.51
32.08
27.32
26.49
28.40
23.29
22.37
30.24
35.40
33.92
39.82
32.25
24.38
18.28
17.90
19.06
19.27

9.20

9.22

9.98
12.47
12.19
12.38
12.57
12.57
12.62
13.35
13.36
13.17
13.31
13.95
14.27
14.19
13.38
16.75
19.14
19.03
17.70
18.72
17.81
13.87
10.88
17.07
23.23
29.29
30.19
29.72
27.60
34.82

4.96
4.69
5.13
4.92
4.20
4.12
4.02
4.02
4.24
3.69
3.72
3.34
3.04
2.83
2.73
2.67
2.58
3.06
3.43
3.52

3.51 "

3.46
3.06
2.40
2.22
3.33
5.47
8.98
10.64
10.72
11.46
14.87

€1



A-5.—Federal Receipts By Source, As a Percentage of Total Revenues, 1890-1994—Continued

Individual Payroll Corporate Excise Other
Year n::::;e ta}:;os u::::;e taxes receipts
17.18 1.33 18.33 41.58 21.59
14.60 0.86 14.66 39.87 30.01
14.21 1.02 12.32 45.82 26.63
21.79 0 24.32 51.79 2.10
27.41 0 40.44 29.14 3.02
34.35 0 42.26 21.42 1.98
37.78 0 41.55 18.59 2.14
37.29 0 42.06 18.37 2.28
31.64 0 46.29 17.23 4.84
31.82 0 45.64 16.82 5.72
30.99 0 38.61 20.18 10.26
32.70 0 35.45 21.01 10.84
. 30.22 0 32.76 23.86 13.16
32.84 0 0 23.84 0
22.49 0 0 18.55 0
23.39 0 0 14.91 0
23.48 0 0 14.94 0
29.30 0 0 21.74 0
21.49 0 0 17.22 0
22.25 0 25.59 -47.96 4.20
13.26 0 11.11 66.28 9.36
9.86 0 0o - 78.85 0
7.37 0 0 80.79 0
0 0 0 89.53 10.47
0 0 0 90.37 9.63
0 0 0 88.85 11.15

4}



1910 i s 0 0 0 92.07
1909 .o 0 0 0 99.59
1908 it 0 0 0 99.21
1907 oot 0 0 0 99.26
1906 ..ottt bbb 0 0 0 99.60
1905 oot 0 0 0 99.15
1904 ..o 0 0 0 98.71
1908 e bbb 0 0 0 96.54
1902 ..ot rne 0 0 0 95.22
1901 ittt e 0 0 0 95.77
1900 et st 0 0 0 96.27
1899 oottt 0 0 0 97.07
18BI98 e e 0 0 0 98.83
18T s 0 0 -0 99.32
1896 .ottt 0 0 0 98.64
1895 vttt be e e re e 0 0 0 99.30
1894 .o 0 0 0 98.64
1893 o st e rs 0 0 0 98.76
1892 .o 0 0 0 98.70
18GL et e n 0 0 0 99.32
1890 et 0 0 0 99.30

0.70

Source: Joint Committee on Taxation; Office of Management and Budget, Historical Tables, Budget of the United States Government, Fis-

cal Year 1996; and Census Bureau, Department of Commerce, Historical Statistics of the United States, Colonial Times to Present.
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A-6.—Revenue From the Estate and Gift Taxes,
Selected Years, 1940-1994

(Nominal Dollars)

Estate and
gift tax re-
ceipts
(millions)

$357
638
698
924
1,606
2,716
3,644
4,611
5,216
7.327
5,285
5411
6.389
6,787
7.991
6,053
6,010
6,422
6.958
7,493
7,594
8,745
11,500
11,138
11,143
12,577
15,225

Sources: Joint Economic Committee, The Federal Tax System: Facts and Prob-
lems, 1964; Joseph A. Pechman, Federal Tax Policy (Washington: Brookings Insti-
tution), 1987; and U.S. Office of Management and Budget, Budget of the United
States Government, Fiscal Year 1996. - k

Percentage of
total Federal
receipts

Year
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A-7.—Number of Taxable Estate Tax Returns Filed as a
Percentage of Adult Deaths, Selected Years, 1935-1994

Year Deaths Number P?::tnht SOf

1,172,245 8,655 0.74

1,237,186 12,907 1.04

+ 1,239,713 13,869 1.12

1,304,343 17,411 1.33

1,379,826 25,143 1.82

1,548,665 245,439 2.93

1,727,240 67,404 3.90

1,796,940 293,424 5.20

1,867,689 2120,761 6.47

1,819,107 2139,115 7.65

1,897,820 2.341,620 2.19

1,945,913 2,335,148 1.81

1,968,128 2331,507 1.60

2,086,440 2330,518 1.46

2,105,361 23,731 - 1.13

2,123,323 21,335 1‘200

1988 ... 42,167,999 218,948 1 0.87
19895 ... 2,150,466 20,856 0.97
19905 ....ooveeeeevinnans 2,148,463 23,215 1.08
19915 .. 2,169,518 24,897 ; 1.15
19925 ... 2,175,613 27,187 1.25
19935 ..., 2,268,000 27,506 1.21
19945 .................... NA 31,926 NA

! Estate returns need to be filed in the year of the decedent’s death.

2Not strictly comparable with pre-1966 data. For later years, the estate tax
after credits was the basis for determining taxable returns. For prior years, the
basis was the estate tax before credits.

3Alt;hou%h the filing requirement was for gross estates in excess of $225,000 for
1982 deaths, $275,000 for 1983 deaths, and $325,000 for 1984 deaths, the data
are limited to gross estates of $300,000 or more.

“Death numbers from 1988 on as reported in the Statistical Abstract of the
United States from U.S. National Center for Health Statistics, Vital Statistics of
the United States.

5Taxable estate data from 1989-1994 calculated by JCT staff from Statistics of
Income data. -

Sources: Joseph A. Pechman, Federal Tax Policy (Washington Brookings Institu-
tion), 1987; Internal Revenue Service, Statistics of Income; and U.S. National Cen-
ter for Health Statistics.



A-8.—Selected Excise Tax Receipts, 1940-1994

[All figures in millions of nominal dollars}

Year

Non trust fund excise taxes Trust fund excise taxes
" Trans- .
. Airport Total
Alco- To- - High-
hf)‘l) b agc o Telephone! p&’:ﬁ “l,ﬁy and  Superfund trust

fuels airway fund




4,447
4,646
4,696
5,004
5,040
5,248
5,238
5,318
5,295
5,492
5,531
5,601
5,606
5,382
5,557
5,562
5,828
5,971
5,709
5,661
5,695
1991 ... N, O 7:Y1
1992 ........ . \ 8,011
1993 7,583
1994 wuoiveerressececrereesseesesees e rveaieinion 7,539

16,668

938
1,191
1,326
1,526
1,874

21

133
2,165
2,499
2,851
2,736
3,060
3,189
3,664
3,700
4,910
4,645
3,262
5,189

4,637
5,354
6,104
5,971
6,424
7,100
7,151
6,351
7,900
8,323
8,937
8,766
6,711
7,641
11,214
15,082
16,894
16,866
17,613
19,042
21,239
19,754
24,127
23,733
23,535
23,999

15,222
15,702
16,614
15,477
16,260
16,844
16,551
16,963
17,548
18,376
18,745
17,395
17,587

17,904

23,165
28,455
29,644
30,668
32,457
35,227
34,386
35,345
42,402
45,569
48,057
55,225

1Reported for selected years prior to 1984. Telephone excise tax has been continuously collected throughout the period 1940-1994.

Source: Joint Committee on Taxation, Office of Management and Budget, Historical Tables, Budget of the United States Government, Fiscal
Year 1996, Joint Committee on Internal Revenue Taxation, Federal Excise Tax Data (J CS-2-67), May 1967; and selected years of the Budget of

the United States Government.

61



A-9.—Selected Excise Tax Receipts as a Percentage of Total Excise Tax Receipts, 1940-1994

Non Trust Fund Excise Taxes Trust Fund Excise Taxes

Year Tele- Trans- Airport
Alcohol  Tobacco hone ! portation Highway and Air- Superfund Total
. p Fuels way

eesssesarsatasnans

I L L L LT LY YR PSR LY T YR
“vevasseriesnses RTTTTTIIT) veveseene

Brerasssnserereers  seeraacssacene veee




33 37
34 39
35 40
37 42
37 43
32 37
38 45
38 45
38 48
38 50
36 0 1 38
38 1 1 43
36 9 1 48
41 9 | 53
44 10 1 57
44 9 0 - 55
40 9 2 54
40 9 2 54
45 11 3 62
39 10 2 56
40 12 2 - 87
37 10 2 52
38 7 2 49
30 9 1 43

! Reported for selected years prior to 1984. Telephone excise tax has been continuously collected throughout the period 1940-1994.

Source: Joint Committee on Taxation; Office of Management and Budget, Historical Tables, Budget of the United States Government, Fiscal
Year 1996; Joint Committee on Internal Revenue Taxation, Federal Excise Tax Data (JCS-2-67 ), May 1967; and selected years of the Budget of
the United States Government. .
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B. Selected Materials Relating to Social Security and
Medicare

Payroll taxes, of which the taxes to fund Social Security (OASDI)
and Medicare (HI) are a major portion, are projected to equal 36
percent of Federal receipts for fiscal year 1996. In addition, the So-
cial Security program is financed partially by the income tax col-
lected on certain Social Security benefits, which equaled approxi-
mately $5.6 billion in 1993. The following materials provide certain
information relating to the Social Security and Medicare programs.
The materials include a history of FICA/SECA taxes, information
relating to the extent to which FICA/SECA tax payments fund So-
cial Security benefits, projected information relating to the status
of the Social Security and Medicare trust funds, and projected de-
mographics of the elderly population.



B-1.--History of FICA/SECA Taxes

1937-1996*
Tax Rates, Employer and Ma;(imum Tax Rate, Maximum
Calendar  Wage Employee, Each Employee Self-Employed Self-Empl.
Year Base OASDI HI Total Tax OASDI HI Total Tax
1996 $62,700 | 6.2 1.45 7.65 *E 124 2.9 153 Hokk
1995 . 61,200 { 6.2 1.45 7.65 124 2.9 153 work
1994 60,600 6.2 1.45 7.65 *kx 1124 2.9 153 *kx
1993** 57,600 | 6.2 1.45 7.65 ] $5,528.70 | 12.4 29 153 $9,343.50
1992+ 55,500 1 6.2 1.45 7.65 5,328.90 | 124 29 153 9,005.84
1991 ** 53.400 | 6.2 1.45 7.65 5,12330 { 124 29 153 8,658.38
1990 51,300} 6.2 1.45 7.65 3,924.45 1 12.4 2.9 153 6,553‘83
1989 48,000 | 6.06 1.45 7.51 3,604.80 | 12.12 2.9 15.02 6,249.60
1988 45,000 | 6.06 1.45 7.51 3,379.50 | 12.12 2.9 15.02 5,859.00 |
1987 43,800 | 5.70 1.45 7.15 3,131.70 [ 11.4 29 14.30 5,387.40 |
1986 42,000 | 5.70 1.45 715 3,003.00 | 11.4 2.9 ‘ 1430 5,166.00 |

* Sources: Kollman, Geoffrey, CRS Report for Congress, "Summary of Major Changes in the Social Security Cash Benefits Program:
1935-1993, 94-36 EPW"; Joint Committee on Taxation. The dollar amounts for maximum self-employment tax do not equal two times the
maximum employee tax because of deductions or credits available to self-employed individuals in some years.

** For 1991, the cap on wages and self-employment income subject to the HI tax was $125,000. For 1992, the cap for HI purposes was
$130,200 and for 1993, the cap for HI purposes was $135,000.

**& After 1993, the cap on wages and self-employment income subject to the HI tax was removed.



Tax Rates, Employer and Maximum Tax Rate, Maximum

Calendar Wage Employee, Each ~ Employee Self-Employed Self-Empl.
Year Base OASDI HI Total Tax OQASDI HI Total Tax
1985 39,600 | 5.70 135 7.05 2,791.80 { 11.4 2.7 14.10 4,672.80
1984 37,800 | 5.70 i3 7.00 2,532.60 | 11.4 2.6 14.0 4,271.40
1983 35,700 | 5.40 13 6.70 2,391.90 | 8.05 1.3 935 3,337.95
1982 32,400 | 5.40 13 ©16.70 2,170.80 | 8.05 1.3 9.35 3.029.40
1981 29,700 | 5.35 13 6.65 1,975.05 | 8.00 1.3 93 2,762.10
1980 25,900 | 5.08 1.05 6.13 1,587.67 | 7.05 1.05 8.1 2,097.90
1979 22,900 | 5.08 1.05 6.13 1,403.77 | 7.05 1.05 8.1 1,854.90
1978 17,700 | 5.05 1.0 6.05 1,070.85 | 7.1 1.0 8.1 1,433.70
1977 16,500 | 4.95 9 5.85 , 965.25 7.0 9 79 1,303.50
1976 - 15,300 | 4.95 9 5.85 895.05 7.0 .9 7.9 1,208.70
1975 14,100 | 4.95 9 5.85 824.85 7.0 9 1.9 1,113.90
1974 13,200 | 4.95 9 5.85 77220 | 7.0 9 79 1,042.00
1973 10,800 | 4.85 1.0 5.85 63180 | 7.0 1.0 8.0 874.00
1972 9,000 | 4.6 6 52 468.00 | 6.9 .8 15 675.00
1971 7,800 | 4.6 6 5.2 405.60 | 6.9 6 7.5 585.00
1970 7,800 | 4.2 6 43 37440 | 6.3 6 6.9 538.20
1969 7,800 { 4.2 6 4.8 37440 | 63 6 6.9 538.20
1968 7,800 | 3.8 6 44 34320158 6 6.4 49920

vé




Tax Rates, Employer and Maximum Tax Rate, Masximum
Calendar Wage Employee, Each Employee Self-Employed Self-Empl.
Year Base OASDI HI Total Tax OASDI HI Total Tax
1967 6,600 | 3.9 5 4.4 290.40 | 5.9 5 6.4 422.40
1966 6,600 | 3.85 35 42 27720 |58 .35 6.15 405.90
1963-65 4,800 | 3.625 - 3.625 174.00 | 5.4 - 5.4 259.20
1962 4,800 | 3.125 -- 3.125 150.00 | 4.7 - 47 225.60
1960-61 4,800 | 3.0 - 3.0 144.00 | 4.5 - 45 216.00
1959 4,800 | 2.5 - 2.5 120.00 | 3.75 -- 3.75 180.00
1957-58 4,200 | 2.25 -- 2.25 94.50 | 3.375 - 3.375 141.75
1955-56 4,200 | 2.0 - 2.0 84.00 | 3.0 - 3.0 126.00
1954 3,600 | 2.0 .. -- 2.0 72.00 {3.0 -- 3.0 108.00
1951-53 3,600 | 1.5 -- 1.5 54.00 | 2.25 - 2.25 81.00
1950 3,000 | 1.5 - 1.5 45.00 | -~ - - --
1937-49 3,000 { 1.0 - 1.0 30.00 | -- - -- -

14



B-2.—Projected Lifetime OASI Benefits, Taxes, and Transfers

[In thousands of constant 1993 dollars]

Single Male Single Female Onée-Eall'ner Two-Earner Couple
ouple
Year cohort turns 65 L Ave. ) L Avg. . Low& Avg. & High&
Low  AC mgwae Lo NE manwae Low e me GRS GRS TS
1960: :
Benefits .o 30.1 45.5 50.6 45.7 69.0 76.7 66.3 98.9 111.0 76.8 102.0 122.1
Taxes ..o F——— A 4.0 9.0 13.8 4.3 9.6 14.6 4.0 9.0 13.8 8.4 13.3 23.4
Net transfer ........ eetsesrssrsessnnsesaones 26.1 36.5 36.8 414 59.4 62.1 62.3 89.9 97.2 68.4 88.7 98.7
1980:
Benefits ... RN — T 54.3 90.2 114.6 80.8 134.3 170.5 129.3 209.9 264.3 146.9 208.4 273.2
Taxes . 22.9 51.0 71.9 24.2 58.9 76.1 22,9 51.0 71.9 47.2 75.2 125.7
Net transfer ... 314 39.3 42,7 56.6 80.5 94.4 106.4 1589 ~ 192.4 99.7 133.3 147.5
1995:
Benefits ...coccvivinrrmrenrmreammimesiinisin 58.0 95.7 133.6 80.6 132.9 185.5 134.9 223.4 305.4 155.2 226.6 312.6
Taxes . 45.4 100.8 107.7 47.2 104.8 179.0 454 100.8 170.7 92.5 148.0 2175.5
Net transfer ..o 12.6 ~5.1 -37.1 33.4 28.1 6.5 89.5 122.5 134.7° 62.6 78.6 37.1
2010: o
Benefits ...ccccevvnunrenrmneninnsinnsnicnssiesiens 69.0 115.2 175.9 93.6 156.1 238.4 154.6 258.8 388.6 178.9 261.7 394.2
TAXES eeereeererverrorarnsresressssssssasssssessscsssess 68.2 151.5 310.8 70.4 156.5 3224 68.2 151.5 310.8 138.6 221.9 467.3
Net transfer ... 9" . ~-363 -135.0 23.2 -0.4 -84.1 86.5 107.3 717 403 39.8 -73.1
2030:
Benefits 84.0 139.6 220.3 113.7 189.0 298.1 187.4 312.8 493.0 215.9 316.5 498.1
Taxes 88.1 195.8 468.8 91.3 202.8 485.4 88.1 195.8 468.8 179.4 287.1 671.6
Net transfer ... L -41 ~56.2 —248.5 22.5 -13.8 -187.3 99.3 117.0 24.2 36.5 29.4 -173.5

Notes: All amounts are discounted to present value at age 65 using a 2-percent real interest
OASI workers, spousal, and survivors benefits payable over a lifetime. Include:
have two children born when parents are aged 25 and 30.
OASDI Board of Trustees report. OASI tax rate is assumed

s both employer an
Assumes retiremen

rate. Adjusts for chance of death in all years after age 21. Included actuarial value of all
d employee portions of OASI payroll tax. Couples are assumed to be the same age and to
t at the OAST normal retirement age. Projections are based on the intermediate assumptions from the 1998
to be set at 10.65 percent after 1992.

Source: C. Eugene Steuerle and Jon M. Bakija, Retooling Social Security for the 21st Century: Right and Wrong Approaches to Reform, Urban Institute Press, February 1994.
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B-3.--Years to Recover Combined Employee/Employer OASI Taxes™ for Average

Years

Earners™*
Retiring at Age 65

25

20

15

10 -

5_

0 ]
1940 1960 1980 1995 2005 2015 2025

Year of Retirement

*Taxes plus interest.

**An average earner is one whose wages have always equaled Social Security's “average wage series.”

Source: CRS Report for Congress, Social Security: The Relationship of Taxes and Benefits for Past, Present,
and Future Retirees, 95-149 EPW .

Le



B-4.--OASDI Year-End Projected Trust Fund Assets, Selected Years, 1995-2030

$5,000

$4,000

$3,000

$2,000

$1,000

$0

(Billions)

1 1 1 1 !
1995 2000 2005 2010 2015

Source: OASDI Board of Trustees 1995 Annual Report

|
2020

! 1
2025 2030
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Percentage of OASDI Taxable Payroll

18%

17%

16%

15%

14%

13%

12%

1%

10%

B-5.--Social Security Tax Collections Exceed Current Benefits,
But Are Not Enough To Fund Future Promises

Operating deficits deplete

Trust Fund assets

Y
Operating surpluses
[ byiid Trust Fund agsets _ . _

1992 1996 2000 2004 2008

Source: OASDI Board of Trustees 1995 Annual Report

2012

Year

2020 2024 2028

& Social Security Outlays

#Social Security Payroli Tax
and Benefits Tax




Billions

B-6.--Projected OASDI Trust Fund Accumulations
Current Dollars

25,000
20,000

%1983 Projection

o 1993 Projection’

1995 Projection
15,000

10,000

1985 1990 1995 2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050 2055 2060 20865

Calendar Y
Source: OASDI Board of Trustees Annual Report ear
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B-7.--Summarized Income Rates, Cost Rates and Balances for
the OASDI Program for Three 25-Year Periods

13.00%

High Cost:

Income Rate* | Cost Rate** Balance
Intermediate: 1995-2019 12.68% 0.31%
2020-2044 13.06% 16.95% -3.89%
2045-2069 13.25% 18.22% -4.98%
Low Cost: 1995-2019 12.64% 10.99% 1.65%
2020-2044 12.92% 13.80% -0.88%

2045-2069 13.22% -0.22%

-1.18%

1995-2019 12.73% 13.91%
2020-2044 13.23% 20.63% -7.40%
2045-2069 13.60% 25.49% -11.89%

« The income rate is the ratio of income from tax revenues on a liability basis (payroll tax contributions and income from the taxation of

benefits) to the OASDI taxable payroli for the year.
«+ The cost rate for a year is the ratio of the cost of the Program to the Taxable payroll for the year.
Source: OASD! Board of Trustees 1995 Annual Report.
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Percentage of Medicare HI Taxable Payroll

8%

7%

6%

5%

4%

3%

2%

- B-8.--Medicare Hl is Projected to be Insolvent by 2002

HI Trust Fund Medicare HI

Exhausted by 2002 Revenue Shortfall
I3 ’ L 1 L I I I Il | L L L ' L 1 i1 | 1 L 1 l i 1 L l L 1 1 | 1
I L t T I 1 H T | T T T I T 1 T | T T T I T T T ' T t i I T b L} I T L 1 '
1992 1996 2000 2004 2008 2012 2016 2020 2024 2028
Year s Medicare HI Outiays

&-H| Payrofl Tax and Benefits Tax

Source: OASDI and HI Board of Trustees 1995 Annual Reports
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B-9.--Status of the Hospital Insurance Trust Fund

Year in which the Trust Fund is
exhausted as published in the --

75-Year actuarial balance of the Hi
program as published in the --

Set of
Assumpti ons_ 1993’Heport .1‘994‘ Bep?n 19’.95 Report 1993 Réport 1‘994 Rfaporl 1995 Report
Intermediate 1999 2001 2002 -5.11% -4.14% -3.52%

Low Cost

Source: H! Board of Trustees 1994 and 1995 Annual Reports
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B-10.--Projected Growth in Population by Age Group
1980 - 2050

700 —
‘ 574
_ 1980-2000 _a—
6oo [31980-2030
 1980-2050
500 ]
400 ]
258
300
o 176 178
200 130 —
' 102 104
s ! 61 70 Y e 54
— z
100 16 11 g 11 Pm'.l 17 ,
| — g : /
0
Under 55 55to 64 ) 65to 74 75t0 84 85 and Up

Age

Source: U.S. Bureau of the Census. "Projections of the Population of the United States by Age, Sex and Race: 1988 to 2080," by Gregory
Spencer. Current Population Reports Series P-25, No. 1018 (January 1989).



Number of Years

B-11.--Life Expectancy at Age 65 for Females in the U.S.

1990 through 2050
Three Scenarios

ZST

25 |

#Low
# Intermediate
©High

24 —

28

22 —

21

20

19 =##

18
1990 2000 2010 2020 2030 2040 2050 2060 2070

Year
Source: 1995 OASDI Trustees Report
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B-12.--Old-Age Dependency Ratios for the G7: 1990 and Projections for 2030
Population Aged 65+ / Population Aged 15-64

45% —

40% ~

35% 1

30% -

25% -

20%

15% ——

10% —+

5% ——

0%

Canada France Germany ltaly Japan United United
Kingdom States
Source: OECD Aging Populations, 1988
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Persons 85+/Persons 65-69

B-13.--Two-Elderly-Generation Support Ratio

(ratio of persons aged 85+ to persons aged 65-69)
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Source: U.S. Census Bureau
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C. Demographics of Individual and Corporate Taxpayers
Under Present Law

This section includes charts and graphs showing the sources of
income for individuals, a comparison of income and consumption,
the distribution of individual Federal tax liability, information re-
lating to individuals in each tax rate bracket, deductions claimed
by individuals, and information relating to use of the earned in-
come tax credit.

The Federal income tax law currently provides for five rate
brackets for individual taxpayers: (1) 15 percent; (2) 28 percent; (3)
31 percent; (4) 36 percent; and (5) 39.6 percent. The rates apply to
progressively higher income brackets, and the break points for each
successive rate depend on the filing status of the taxpayer. The five
filing statuses under present law for taxpayers subject to tax as in-
dividuals are: (1) married individuals filing joint returns; (2) heads
of households; (3) unmarried individuals; (4) married individuals
filing separate returns; and (5) estates and trusts (which are treat-
ed as individuals for purposes of applying the rate brackets). -

Approximately 114 million individual Federal tax returns were
filed for taxable year 1993. For that year, receipts from the individ-
uals Federal income tax were approximately $509 billion.

This section also includes information relating to the distribution
of the Federal income tax on corporations by asset size and by in-
dustry. Under present law, there are four rate brackets applicable
to corporations: (1) 15 percent; (2) 25 percent; (3) 34 percent; and
(4) 35 percent. The taxable income brackets for these rates are: (1)
$0 to $50,000; (2) $50,000 to $75,000; (3) $75,000 to $10 million;
and (4) over $10 million.

Approximately 4.0 million corporate Federal tax returns were
filed for taxable year 1993. Of those 4.0 million returns, about half
(1.9 million) were returns of pass-through entities that generally
were not subject to tax at the corporate level (S corporations, regu-
lated investment companies (RICs), and real estate investment
trusts (REITs)). Receipts from the corporate Federal income tax
were approximately $120 billion for taxable year 1993, reflecting
tax paid from approximately 805,000 corporate tax returns.



C-1. - ESTIMATED AMOUNTS DEDUCTED OR EXCLUDED FROM INCOME UNDER THE
PRESENT INCOME TAX FOR VARIOUS ITEMS

Taxable Years 1996 - 2000
[Billions of Dollars]
ITEM 1996 1997 1998 1999 2000 | 1996-00
1. Net exclusion of pension contributions and earnings
(employer plans, individual retirement plans, and Keogh
311.2 3128 325.3 338.3 351.7 | 1,639.3
2. Exclusion of employer contributions for medical
insurance premiums and medical care [1]. 278.2 209.3 3232 345.8 3713 | 16178
3. Exclusion of untaxed social security and railroad
retirement benefits 252.6 263.2 2743 285.9 2979 | 13739
4. Deductibility of mortgage interast on owner-occupied
residence: 2273 2409 254.6 269.7 2856 | 1,278.1
5. Deduction of nonbusiness State and local government
income and personal property taxes, 1014 106.9 113.2 119.8 126.7 567.7
6. Exclusion of investment income on life insurance and
annuity contracts. . 35.6 53.8 74.0 97.1 115.8 376.3
7. Deferral of capitai gains on sales of principal residences............cuwmme. ! 65.1 67.7 69.8 723 74.9 349.8
8. Exclusion of capital gains at death 55.6 61.1 67.9 72.6 774 334.6
9. Deductibility of property tax on owner-occupied NOMES.........cc.irimmns 59.5 62.8 66.3 69.9 73.7 3322

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

[1] Estimate includes employer-provided health insurance purchased through cafeteria plans.
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C-2.--Sources of Gross Income for All Individual Taxpayers
(including Nonfilers)
(Projected 1995 Levels of Income)

(Millions)

1.2% Other $53,984
.9% Capital Gains
3.9% $168,475

9/, Dividends
2.3% $101,770

4.2%  Interest
° $184,725

Wages and Salaries
$3,289,148

75.5% 7 .1% Business, Fam, Sch E

$309,998

5.6% Pension and IRA
$245,922

Source: Joint Committee on Taxation
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C-3.--Percent of Aggregate Income

of the Age 65 and Older
Population From Various Sources, 1992

Assets 21%

9% Govemment
employee pensions

10%, Private pensions

gamings 17%

Other 3%

40% Social Security

Source: Social Security Administration
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Dollars(1990)

C-4.

35,000 *[—
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0

--Income-Consumption Profile, By Age, 1990
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C-5.—Distribution of Federal Tax Liability
[1995 Projection]

Individual income tax  Total Federal taxes?

Income category!

Billions Percent Billions Percent
Less than_v$10,000 —-$5 - 1.0 $8 0.7
$10,000 to $20,000 —2 -03 36 3.3
$20,000 to $30,000 19 3.3 73 6.6
$30,000 to $40,000 36 6.3 100 9.1
$40,000 to $50,000 . 43 7.5 106 9.6
$50,000 to $75,000 100 17.6 228 20.7
$75,000 to $100,000 78 13.8 156 14.2
$100,000 to $200,000 115 20.2 184 16.7
$2000,000 and over 184 32.5 210 19.1
Total, all tax-
. Payers ........... . $567 100.0 1,100 100.0

1The income concept used to place tax returns into income categories is ad-
justed gross income (AGI) plus: [1] tax exempt interest, [2] employer contributions
for health plans and life insurance, [8] employer share of FICA tax, [4] workers
compensation, [5] nontaxable social security benefits, [6] insurance value of Medi-
care benefits, [7] alternative minimum tax preference items, and [8] excluded in-
come of U.S. citizens living abroad. .

2 Federal taxes are equal to individual income tax (including the outlay portion
of the EITC), employment tax attributed to employees, and excise taxes (attrib-
uted to consumers). Corporate income tax is not included due to uncertainty con-
cerning the incidence of the tax. ’

Note: Details may not add to totals due to rounding.

Source: Joint Committee on Taxation.
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C-6.--Number of Taxpayers By Marginal Tax Rate
(Projected 1995 Levels of Income)
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- C-7.--Total Taxable Income of Taxpayers in Each Marginal Rate Bracket
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C-8. -- TAX RETURNS THAT CLAIM THE STANDARD DEDUCTION AND

TAX RETURNS THAT ITEMIZE
(1995 Projections)
v Standard Deductions Iitemized Deductions
Income Category [1] : Number of Tax Returns Dollars Claimed Number of Tax Returns Dollars Claimed
(thousands) (miflions) (thousands) (millions)
10,879 $55,716 165 $2,131
16,315 78,628 898 9,739
$20,000 to $30,000.. 15,585 79,235 2,071 20,677
$30,000 to $40,000 12,120 67,205 3,543 38,173
$40,000 to $50,000 7,899 47,326 4,212 47,458
$50,000 to $75,000.... . 7,827 49,724 9,797 128,410
$75,000 10 $100,000..........oovevoeereeeo 1,775 11,887 6,312 101,851
$100,000 to $200,000 691 4,735 5,239 123,262
$200,000 and over.. . 113 743 1,520 107,576

97

l TOTAL 73,204 $395,201 33,757 $579,276
ource: Joint Committes on Taxation

NOTE: Details may not add to totals due to rounding.

[1] The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: employer contributions for health
plans; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax exempt interest;
excluded income of U.S. citizens living abroad; nontaxable Social Security benefits; insurance value of Medicare benefits; and atternative
minimum tax preference items.



C-9. -- RETURNS CLAIMING MAJOR ITEMIZED DEDUCTIONS (1)

(1995 Projections)
(Returns in Thousands)
RETURNS WITH | RETURNS WITH | RETURNS WITH
INCOME RETURNS WITH ALL MAJOR ANY MAJOR ONLY MAJOR
CATEGORY (2) ITEMIZED ITEMIZED ITEMIZED ITEMIZED
DEDUCTIONS DEDUCTIONS DEDUCTIONS DEDUCTIONS
Less than $10,000 157 35 145 51
10,000 t0  20,000....cccivmvcrirenirinnnionnineninn 899 250 854 218
- 420,000 to 30,000 2,058 808 2,017 502
30,0000 40,000 3,489 1,726 3,453 783
40,000 to 50,000 4,179 2,332 4,162 1,086
50,000 to. 75,000 9,861 6,384 9,848 2,727
75,000 to 100,000 6,174 4,315 6,173 1,711
100,000 to 200,000 5,233 3,685 5,229 1,373
120,000 and over. 1,469 974 1,468 353
Total, All Taxpay: 33,519 20,509 33,349 8,804

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

(1) Major itemized deductions are defined as: charitable contributions, mortgage interest, real property tax,

and state and local income tax.
(2) The income concept used to place tax returns into income categories is adjusted gross income (AGH) plus:

[1] tax exempt interest, [2] employer contributions for health plans and life insurance, [3] employer share
of FICA tax, [4] worker's compensation, [5] nontaxable social security benefits, [6] insurance value of .

Medicare benefits, {7} alternative minimum tax preference items, and [8] excluded income of U.S. citizens

living abroad.

Ly



C-10. -- TAX RETURNS CLAIMING AN ITEMIZED DEDUCTION FOR A

CHARITABLE CONTRIBUTION

(1995 Projections)
Income Category [1] Number of Tax Returns Dollars Claimed

(thousands) (millions)
Less than $10,000.......................... 100 $53
$10,000 to $20,000 S —— 603 523
$20,000 to $30,000.... 1,655 1,841
$30,000 to $40,000 e ————————————— 3,027 3,848
$40,000 to $50,000........... 3,686 5,043
$50,000 to $75,000. 8,981 13,862
875,000 10 $100,000-c.....ovresvcvrrvirreecseessassce s sesses s ssenseesemsseseeee s oo oeeee s 6,000 11,440
$100,000 £0 $200,000..........ccccvveermmmmrrrreorreeeeeeeeeeeeeseeeeee oo eooeeeoe 5,031 14,127
$200,000 AN OVEI....covvrsvvrvereeceeeceereeessssses s sssses e sereseeeess s oo seseesesse . 1,466 17,630

| ToTaL 30,549 se8367 |

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

[1] The income concept used to place tax returns into income categories is adjusted gross income (AGH) plus: employer contributions for
health plans; employer contributions for the purchase of fife insurance; employer share of payroll taxes; workers compensation; tax

g abroad; nontaxable Social Security benefits; insurance value of Medicare

S.

exempt interest; excluded income of U.S. citizens livin
benefits; and alternative minimum tax preference item:

8¥



C-11.~ TAX RETURNS CLAIMING AN ITEMIZED DEDUCTION FOR

MORTGAGE INTEREST PAID
(1995 Projections)
Income Category [1] . Number of Tax Returns Dollars Claimed

(thousands) (millions)

LESS thaN $10,000.....0u0urueeeeereesrreresemassssesteesetsseaseessascssssestassasetsssissstesssssenssssssesessrissasssssnessasasssesstasesssssacsss 118 $1,129
$10,000 to $20,000 603 4,152
$20,000 10 $30,000.......0ciiiriiinneririireet eSS e st 1,478 8,755
$30,000 to $40,000 bR RS0 2,711 17,492
$40,000 to $50,000 3,446 22,988
$50,000 to $75,000...... 8,495 ) 64,772
$75,000 10 $100,000.......ccccmmmeimimmniciiinieiisimriniesini s snsssssessssassisenenss 5,567 49,417
$100,000 to $200,000 4,477 56,579
$200,000 and over. 1,216 29,131
TOTAL ‘ 28,110 $254,415

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

[1] The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: employer contributions for
health plans; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax
exempt interest; excluded income of U.S. citizens living abroad; nontaxable Social Security benefits; insurance value of Medicare
benefits; and alternative minimum tax preference items.
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C-12. - TAX RETURNS CLAIMING AN ITEMIZED DEDUCTION FOR
INVESTMENT INTEREST PAID

(1995 Projections)

Income Category [1] Number of Tax Returns Dollars Claimed

(thousands) (millions)
LESS AN $10,000...0c0rvierrrviroceceeccesessseseeses et . 2 $8
$10,00010 $20,000..cvvvvvevrrr oo eeees e . 17 39
$20,000 to $30,000.. 51 149
$30,000 to $40,000...... 72 177
$40,000 to $50,000 88 217
$50,000 to $75,000 257 531
$75,000 to $100,000 . 245 609
$100,000 to $200,000 . 505 2,118
$200,000 and over.. 478 9,110

IlOTAL 1,715 $12,958 j

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

[1] The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: employer contributions for
health plans; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax

0S



C-13. -- TAX RETURNS CLAIMING AN ITEMIZED DEDUCTION FOR STATE
AND LOCAL INCOME TAXES PAID

(1995 Projections)
Income Category [1] Number of Tax Returns Dollars Claimed

(thousands) (millions)

Le8S than $10,000......ccvereruereeeeiinerimicieenmsimisnisssresssssesssssssaneas 75 $49
$10,000 10 $20,000......0.0eeuveirrrernierssrenrsaseesmessarsis s s SR LS 491 290
$20,000 to $30,000 e 1,446 1,271
$30,000 10 $40,000.......ovorvverreereerirersiisisssessiassrsssas s e b RSB SR e RR S E e 2,788 3,424
$40,000 10 $50,000.....00veueevirerirrerrrerireenesotsieseasr s b et b e s eSS SR 3,417 5,894
$50,000 to $75,000 ISP O ST ORRROSt 8,309 19,822
$75,000 10 $100,000.....0eeeririierirresrerreresnrisissrisa i s s ies et s ess s st S IR S Sesns 5,424 19,139
$100,000 t0 $200,000........cccociiiemiecririiiiinirsnenrssst s 4,544 26,802
$200,000 and over..... . 1,327 37,495
TOTAL 27,818 $114,186

Source: Joint Committee on Taxation

NOTE: Details may not add to totais due to rounding.

[1} The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: employer contributions for
health plans; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax
exempt interest; excluded income of U.S. citizens living abroad; nontaxable Social Security benefits; insurance value of Medicare
benefits; and alternative minimum tax preference items. ;
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C-14. - TAX RETURNS CLAIMING AN ITEMIZED DEDUCTION FOR
REAL PROPERTY TAXES PAID

4

(1995 Projections)
Income Category [1] Number of Tax Returns Dollars Claimed
(thousands) (millions)
120 $245
678 1,202
$20,000 to $30,000.. 1,662 2,809
$30,000 to $40,000 2,892 4,588
$40,000 to $50,000 3,615 5,741
$50,000 to $75,000 8,722 15,521
A $75,000 10 $100,000.......ccevceeeerrerrreeseossceereseeene e . 5,810 12,356
$100,000 to $200,000 4,918 14,639
$200,000 and over 1,440 8,377
TOTAL 29,858 $65,479

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

[1] The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: employer contributions for
health pians; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax
exempt interest; excluded income of U.S. citizens living abroad; nontaxable Social Security benefits; insurance value of Medicare
benefits; and altemative minimum tax preference items.



C-15 - TAX RETURNS CLAIMING AN ITEMIZED DEDUCTION FOR OTHER
STATE AND LOCAL TAXES PAID

(1995 Projections)
income Categoty [1] : Number of Tax Returns Dotlars Ciaimed

(thousands) (millions)

Less than $10,000... e e s an e 58 $27
$10,000 to $20,000 TP 328 135
$20,000 20 $30,000.........000emmveiicirisssisnnesinsersnatsestsssrss s s ssassassaes s sassesessenss s saens s rsstsent s st e sra st 841 317
$30,000 10 $40,000......00000mveemrcrerereentncrsrsars s ssts s e bbbt b bt s et s 1,668 646
$40,000 10 $50,000......0000000mmiivetivrrieniriessessocsstissssse st sesss s rss st s s b aR bbb st trs 2,059 673
$50,000 to $75,000.........ccccvuennee. 4,985 1,787
$75,000 0 $100,000.....c.c00niiimiimimiiirimniisiisiseiesessnierss e re s sesee s esssssssns st ones 3,420 1,506
$100,000 to $200,000 2,901 1,563
$200,000 and over. ) 823 1,001
|lom 17,004 $7,656

© Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

{1] The income concept used to place tax returns into income categories is adjusted gross income (AGH) plus: employer contributions for
health plans; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax
exempt interest; excluded income of U.S. citizens living abroad; nontaxable Social Security benefits; insurance value of Medicare
benefits; and altemative minimum tax preference items.



C-16. -- TAX RETURNS CLAIMING AN ITEMIZED DEDUCTION FOR
MEDICAL EXPENSES INCURRED IN EXCESS OF 7.5 PERCENT OF

ADJUSTED GROSS INCOME
(1995 Projections)
Income Category [1] Number of Tax Returns Dollars Claimed

(thousands) (millions)

LESS than $10,000..........erereeieriretrrereeeesiceasie e sseesssaesesssreessbesese s asassessosebsasusrssesssestasessbosieresssersanssansess 78 $568
$10,000 to $20,000 395 2,843
$20,000 10 $30,000...... .o iiiecieereeres e ee e st e reaesree e s b ara e an s e bR e e a GRS g e b oRs bR enss s eaa e Ra SR ek Ee R e eREers 810 4,245
$30,000 to $40,000.......cco.neee. . . 1,058 5,407
$40,000 10 $50,000........cc0ceeveerrernreereenennsen e sressessessassisinsnenes 872 4,257
$50,000 to $75,000 1,212 5,185
$75,000 to $100,000 414 2,602
$100,000 to $200,000 201 1,818
$200,000 and over. 26 712
TOTAL 5,067 $27.636

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

[1] The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: employer contributions for
health plans; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax
exempt interest; excluded income of U.S. citizens living abroad; nontaxable Social Security benefits; insurance value of Medicare

benefits; and altemnative minimum tax preference items.




C-17. - TAX RETURNS CLAIMING AN ITEMIZED DEDUCTION FOR
MISCELLANEOUS EXPENSES IN EXCESS OF 2 PERCENT OF

ADJUSTED GROSS INCOME
(1995 Projections)
Income Category [1] Number of Tax Returns Dollars Claimed

(thousands) (millions)
1888 than $10,000........ccvceceeieeeeeeeeicrninisissss it sass s b e s s b s s er s sRr AR b st e se eSSBS A SO S 42 $51
$10,000 to $20,000.........0c0000v00 241 530
$20,000 to $30,000 . 518 1,244
$30,000 to $40,000..... . 980 2,581
$40,000 to $50,000 1,057 2,651
$50,000 to $75,000 ) . 2,457 6,883
$75,000 to $100,000.... 1,500 4,894
$100,000 to $200,000 5 1,166 . 5,973
$200,000 and over. : 283 4,516

TOTAL . 8,245 $29,323

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

[1] The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: employer contributions for
health plans; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax
exempt interest; excluded income of U.S. citizens living abroad; nontaxable Social Security benefits; insurance value of Medicare
benefits; and altemative minimum tax preference items.



C-18. -- TAX RETURNS CLAIMING AN "ABOVE THE LINE"
DEDUCTION FOR MOVING EXPENSES

(1995 Projections)
Income Category [1] Number of Tax Returns Dollars Claimed

(thousands) (millions)

LSS than $10,000.........com ettt bbb a st et ees e nnanans 9 $15
$10,000 10 $20,000........c000ueurirerimreriraeirensiniessstsnssisesersssessessssssssssses et sssbe e be e s esrae st stasrentss st sesotsosssanran 77 o1
$20,000 10 $30,000......cccvurierreerrerereniarenieniseorenereaserses st essrenes 237 249
$30,000 to $40,000........cceveveneenene. [T SORN . 285 363
$40,000 to $50,000 241 325
$50,000 to $75,000......... 455 689
$75,000 to $100,000 234 548
$100,000 t0 $200,000.......0c00ccvrmereerinrinerenrsseesreroreerseresresssrseses 256 864
$200,000 and over 55 280
TOTAL 1,850 $2,425

Source: Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

[1] The income concept used to place

tax returns into income categories is adjusted gross income (AGI) plus: employer contributions for

health plans; employer contributions for the purchase of life insurance; employer share of payroll taxes; workers compensation; tax
exempt interest; excluded income of U.S. citizens living abroad; nontaxable Social Security benefits; insurance value of Medicare
benefits; and altemative minimum tax preference items.
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C-19.—Earned Income Credit by Type of Household,

1996 Projection

Number of EIC Percentage
Type of household Gouscholds  (millions)  of dollacs
No qualifying children .......... 3,594 $615 2
One qualifying child ............. 7,788 10,825 43
Two or more qualifying chil-
dren .....c.ccccveveenveenrneens Sieeeee. 6,868 13,939 55
All households ....................... 18,249 25,379 100

Source: Joint Committee on Taxation.



C-20.--Distribution of the Earned Income Credit
1996 Projection

14 ]
11.548
12
’ 10 4 EENumber of Returns
(in millions)
. E@Dollar Amount of EIC
8 - . (in billions)
6.19
5.882
6 5.665 5.098
4.44
4 -
2 1.045 g 837
0.083 0.068 0,025 0.032 Q 0 /
r
0 T I I I I I T
Less than $10,000- $20,000- $30,000- $40,000- $50,000- More than
$10,000 $20,000 $30,000 $40,000 $50,000 $75,000 $75,000

Income Categories*

Source: Joint Committes on Taxation

* For this chart, the income concept used to place tax retumns into income categories is AGI plus (1) tax-exempt income, (2) employer
contributions for health and life insurancs, (3) employer share of FICA tax, (4) workers' compensation, (5) nontaxable social security benefits, (6)
insurance value of Medicare benefits, (7) alternative minimum tax preference items, and (8) excluded income of U.S. citizens living abroad.
Returns with negative income are not included in any of the income categories nor in the total.
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C-21.--Earned Income Credit: Total Cost and Portion
Representing Refunds to Individuals Projected in 1996

Total $22,229,000,000

86.0%
Refunds to Individuals
$19,116,000,000

14.0%

Reduction in
Tax Liability
$3,113,000,000

Source: Joint Committee on Taxation
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C-22.—Distribution of Total 1993 Corporate Income Tax
After Credits by Asset Size and Industry

[Returns in thousands, dollars in millions]

Returns Income tax

Total? With tax Amount % dist.

By Total Asset

Size:
Less than or equal

ZETO evevvereavnnaanns 239 22 $1,297 1.1
$1 to $100,000 ...... 2,049 280 375 0.3
$100,000 to

$250,000 ............ 635 151 557 0.5
$250,000 to

$500,000 ............ 394 118 759 0.6
$500,000 to

$1,000,000 ......... 269 91 1,039 0.9
$1,000,000 to ‘

$10,000,000 ....... 319 113 6,016 5.0
$10,000,000 to

$50,000,000 ....... : 37 18 6,550 5.5
$50,000,000 to

$100,000,000 ..... 8 5 4,104 3.4
$100,000,000 to

$250,000,000 ..... 7 4 7,388 6.2
$250,000,000 to

$500,000,000 ..... 3 2 6,407 5.3
$500,000,000 and

OVET ...oeverrerennnnnee 4 2 85,447 71.2

Total, all re-

turns ....ccceeeeeee 3,965 805 $119,937 100.0
By Industry?: ,

Agriculture ........... 141 35 569 0.5
MiIning ...c.ceeeeeeeeeens 35 4 738 0.6
Construction ......... 417 85 1,493 1.2
Manufacturing ..... 307 78 38,071 31.7
Transportation ..... 143 32 2,676 2.2
Communications .. .18 4 8,275 6.9
Utilities ..cooceeernneen. 15 3 7,953 6.6
Trade .....coveveeeeneeeee 1,073 235 15,153 12.6
Financial ............... 641 147 38,723 32.3
Services .....cccceeveenee 1,173 181 6,288 5.2

Total, all re-
turns ....oceeeeeees : 3,965 805 $119,937 100.0

1Includes corporations filing forms 1120, 11204, 11208, 1120L, 1120RIC, 1120F,
1120REIT, and 1120PC.

2For consolidated returns, the parent company and its affiliates are grouped by
the industry of the parent company.

Source: Joint Committee on Taxation.
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D. Savings Under Present Federal Tax System

The present-law Federal tax system contains certain provisions
designed to encourage savings. The extent to which present law
provides sufficient incentives for savings is one of the principal is-
sues in the debate over restructuring of the tax system.

Individual taxpayers are provided with certain Federal tax incen-
tives to encourage savings and investment. For example, a
deducation is permitted for individual retirement arrangement
(IRA) contributions by certain taxpayers who do not participate in
a qualified employer-maintained retirement plan or who have in-
come below certain levels. In addition, present law provides that
contributions made by employers to qualified retirement plans are
not required to be included in an employee’s income currently and
the earnings on assets in such plans are not subject to tax until
distributed to an employee (or retiree). The qualified retirement
plan provisions should cause employees to prefer to receive some
of their compensation in the form of contributions by an employer
to a qualified plan. Assets in pension plans in the United States
currently total approximately $4.9 trillion; contributions to these
plans are projected to be approxiamtely $60 billion for 1996.

Under present law, individuals with capital gains income are
subject to tax on such income at a maximum rate of 28 percent,
as opposed to the maximum marginal tax rate on ordinary income
of 39.6 percent.
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D-1.—Personal Saving as a Percentage of Disposable
Personal Income, Selected Years, 1929-1995

Personal saving as
a percentage of dis-
posable personal
income

Year

P00 CTOTOUR OTOTE O3 00 93 00 0 00 =3 =3 0D =T $0 10 ~I =1 =1 05 L0 U110 Lo
RO nivovoRODRIVDRRODOWOIOWOR O

1Third quarter.
Source: Department of Commerce, Bureau of Economic Analysis



D-2.—Components of Net National Savings as a Percentage of GDP, Selected Years, 1929-1993

Total
national
saving

Net
business
saving

Net -
personal
saving

Public
saving

Tot?l net

private
saving

Year
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D'—2.+Components of Net National Savings as a Percentage of GDP, Selected Years, 1929-1993—

Continued
Net Net Total net . Total
Year personal business private E;}ﬁ:c national

saving saving saving g saving
008 ittt eees e e e e et br e e s s e aba s et e sesaatentanbes 3.0 2.2 5.3 -34 1.9
Average 1950-59 ....ccccneirnimmiiinnieiiiiniimieieaessn 4.7 2.8 7.5 -0.1 7.4
Average 196069 .........ccveviniiiiiiiniiirieenn 4.7 3.6 8.3 -0.1 8.1
Average 197079 ....cccvvvmrernriircniinirienonvncnsenes rereesneesnreniees 5.5 2.6 8.1 -1.0 7.2
Average 198089 ......ccccerviivcnnienniienees veeeerinesereseranes 4.8 1.6 5.9 -2.5 3.9
Average 1990-93 ...t e 3.4 1.8 5.2 -3.5 1.8

Source: Department of Commerce, Bureau of Economic Analysis.
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D-3.--Historic Capital Gains Realizations and CBO Baseline Forecast

350 —/ m#Historical Gains
CBO Forecast

300 —

250 —

200 -

150 —

Billions of Dollars

100 -

Y T T | T T T T 1 1 H I T | T T T
1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004

Year

Source: Joint Committee on Taxation, Congressional Budget Office
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D-4. Capital Gains Realizations

[In billions of dollars]
Total capital Total capital
Calendar year gains (nominal gains (1974
dollars) dollars)

30.2 30.2

30.9 28.2

394 33.8

45.3 36.4

50.5 37.6

734 50.3

74.1 46.4

80.9 46.1

90.2 48.3

122.8 63.2

139.8 69.0

1714 81.5

326.3 151.2

144.2 64.7

161.9 70.0

153.5 63.5

123.8 49.1

111.6 42.6

126.7 47.1

152.3 55.4

1139.9 49.8

1Preliminary IRS data.
Source: Joint Committee on Taxation.
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D-5.—IRA Participation, 1979-1994

Returns Pementage

Ret Deductions

- claiming IRA  \r o laimed

- dedulion *Goreeny . bilions)
2.5 2.6 $3.2
2.6 2.7 3.4
3.4 3.6 4.8
12.0 12.6 28.3
13.6 14.1 32.1
15.2 15.3 354
16.2 15.9 38.2
15.5 - 15.1 37.8
73 6.8 14.1
6.4 5.8 11.9
5.8 52 10.8
5.2 4.6 9.9
4.7 4.1 9.0
45 39 8.7
4.4 3.8 8.6
4.3 3.7 8.4

Source: Internal Revenue Service, Statistics of Income.
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E. Compliance and Administration

Many have argued that compelling arguments can be made for
fundamental restructuring of the Federal tax system because of
significant noncompliance with present law and because of the real
or perceived complexity of the present-law system, which causes
widespread taxpayer discontent and frustration.

The materials contained in this section address the estimates of
voluntary compliance rates, the so-called compliance gap (i.e., the
amount of tax revenues that should be collected under present law,
but that are not being collected), and the size of the underground
economy under present law. In addition, the materials contained
information relating to perceived sources of complexity under the
present Federal tax system.

The materials contain information relating to the historic levels
of Internal Revenue Service audit coverage, collection, costs, em-
ployees, and regulation inventories.



E-1.-- $505 Billion of 1987 Federal Income Tax Liability By Collection Status

($Billions)
$21.9
. Collected Through Enforcement

4.3%

$57.8
Individual Taxes Not Collected

11.4%

$14.5
Corporate Taxes Not
Collected

2.9%

$411.3
Collected Through
Voluntary Payments

81.4%

Source: IRS Research Division, "Net Tax Gap and Remittance Gap Estimates”, Pub. 1415 (April, 1990)
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E-2.—Range of Estimates of the Gross Legal-Sector Income Tax Gap ! Voluntary Compliance Rates
(VCR’s)2, Selected Tax years, 1973-1992

Gross income tax gap Voluntary compliance rate
(billions of dollars) (percent)
Tax Year Individual Corporate Individual Corporate
Total income income Total income income
[ tax3 tax 4 tax3 tax4
27.9-32.0 22.0-22.7 5.9-9.3 83.9-82.0 83.0-82.6 86.6-80.3
39.7-45.5 32.6-33.7 7.1-11.8 82.7-80.7 81.2-80.7 87.3-80.6
61.0-69.0 51.5-53.2 9.6-15.9 81.9-80.0 80.3-79.8 87.2-80.4
68.9-76.1 60.1-61.9 8.7-14.1 82.8-81.4 - 82.0-81.6 87.0-80.6
64.6-70.5 57.5-59.1 7.1-114 82.9-81.7 82.2-81.8 87.1-80.8
83.0-91.3 73.5-75.7 9.6-15.6 81.6-80.1 80.4-80.0 87.2-80.6

96.1-105.6 86.0-88.8 10.1-16.8 81.0-79.5 79.7-79.2 87.7-81.1
82.5-94.2 69.1-714 13.4-22.8 83.6-81.7 82.3-81.8 88.1-81.3
84.5-96.8 70.3-72.6 14.2-24.3 84.0-82.0 82.7-82.3 88.1-81.2
110.1-127.0 91.0-94.0 19.1-33.1 84.6-82.7 83.6-83.1 88.1-81.1

/1 The results of examinations of tax returns are used in estimating several parts of the tax gap. Where these results are used, the higher es-
timates of the tax gap (and the corresponding lower estimates of the VCR) are based on the amounts of additional tax recommended by IRA ex-
Aminers and the lower estimates of the gap (and the corresponding higher estimates of the VCR) are based on the amounts of tax ultimately
/assessed after all appeals and litigation.

2The Voluntary Compliance Rate is what taxpayers voluntarily pay as a percentage of their total tax liability.

3Includes insufficient remittance by individuals and underdeposit of individual income tax withheld by employers.

4Includes fiduciaries’ income tax and unrelated business income tax of tax-exempt organizations. The VCRs for all corporations combined
fluctuates slightly even though constant compliance rates are assumed because of the changing mix of small, mid-size, and large corporations
over time.

Source: Internal Revenue Service Publication 1415, April 18, 1990.

oL
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E-3.—Estimates of the Size of the Underground Economy

Estimate Percent of Year of es-

Study author  ° Giniong) GDP timate ~ Country
IRST ..., $145 8.0 1976 U.S.
Gutmann? ............... 176 9.7 1976 U.S.
Feige 3 ccvveeereeecrnenenee 600+ 23.5+ 1979 U.S.
Tanzi4 .....oeeeeeeccnnnnns Iigg 4.2-5.7 1980 U.S.
BEAS ... 184 52 1983 U.S.
Liabor® ......c.ccccovennean 500 8.0 © 1992 U.S.
Macafee 7 ....ueeeeeeeannees .. 85 1978 UK.
Contini® ................... 14-20 1977 Italy
Isachsen, et al.? ....... onenns 6.3 1978 Norway
Hansson 10 . eerbene eeaserteessere - - 38 1978 Sweden

LIRS estimates are based upon separate estimates of unreported income from
(1) the informal economy consisting of legal transactions that are unreported (for
tax purposes) such as baby-sitters earning above the filing threshold, flea-markets,
so called moonlighting activities of artisans and professionals, wages of household
workers and farm workers that are unreported, goods produced that are not re-
ported on books and; (2) the illegal sector consisting of drugs, prostitution, and
gambling (mostly illegal bookmaking). These later estimates were provided by the
Justice Department’s Drug Enforcement Agency, while estimates of prostitution
were compiled from arrest reports. Activities which resulted in the evasion of ex-
cise and import duties, such as the smuggling of motor fuels, were not included in
their estimates. , , , N B

2Estimated by analyzing the change in the ratio of cash to checking deposits.
This is known as the currency/demand deposit ratio. Increases in this ratio signify
an increased demand for cash. Peter M. Gutmann, “The Subterranean Economy,”
Financial Analysts Journal, November/December 1977, pp. 26~2, 34. Since the do-
mestic demandyi'or currency holdings has been estimated to be very stable, with
an income elasticity of near zero in the short run, Gutmann argues-that the in-
crease in holdings of currency reflect an increased demand for “off-the-books” and
illegal activities that are heavily cash dependent. This analysis ignores changes in
currency holdings by foreign interests. Sprenkle (Journal of Economic Perspectives,
1990, pages 175-184) argues that a large percentage, between 80 and 60 percent
of currency is held by foreign interests. Therefore, increases in the amount of cur-
rency outstanding more likely represent increases in foreign holdings of currency.
The article shows that for most foreign countries, the very largest proportion of
currency outstanding is in very large denominations. As an example, Sprenkle
cites a Netherlands note equal to about $563 (F1.1000) that accounted for 44 per-
cent of the Dutch currency outstanding. The study that produced that estimate is
by Boeschoten and Fase, in the Journal of Money Credit and Banking, 1992. The
article also shows estimates of illegal domestic holdings of Dutch currency at
about Vs of total domestic holdings. Evidently this is the same proportion that the
1983 IRS study provides of holdings of domestic currency for illegal uses, or about
$9 billion of cash for the U.S.

3Feige’s method is to assume a constant relation between the size of the total
money stock and GNP. Since the total money stock is easily observable, the dif-
ference between the predicted GNP and the measured GNP (from the National In-
come and Product Accounts) is a measure of how much is escaping reporting in
the NIPA, Feige notes that this measurement technique is not reasonable, mainly
because this “transactions method” implies a negative underground economy in
certain years. (“Den_dolda sektrons tillvat-70-talets ekononmiska problem i nytt
Yjus,” in Ekonomisk Debatt 8 (1980): pages 570-589).
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4Tanzi uses the same transactions approach that Feige uses, but modifies it by
allowing income, price, institutional, and tax effects (such as the use of checks
and credit cards) to alter the relation between the money stock and GNP. After
estimated the demand for money equations, he then predicts the size of GNP com-
mensurate with the estimated demand for money. The residual between this pre-
dicted GNP and the actual measured GNP is the basis for the estimate of the un-
derground economy. Vito Tanzi, The Underground Economy in the United States
and Abroad, edited by Vito Tanzi, Lexington Books, 1982.

5The BEA method constructs adjusted gross income from the National Income
and Product Accounts estimates of personal income, and then compares that
amount with the IRS reported measure. The BEA estimate of AFI is always larg-
er than the IRS reported amount. The main sources of “underreporting” of income
on the IRS measure of AGI are farm income, rents and royalties, dividend income,
and taxable social security income.

6This estimate appears to reflect an attempt to correct BLS survey data for an
undercount of the number of persons earning at or below the minimum wage. In
a Fortune magazine article (August 24, 1992) John Labate and Lenore Schiff re-
port on the work of Bruce Klein (formerly with BLS) to correct estimates of per-
sons at or below the minimum wage by accounting for payment schemes other
than hourly, such as by piece work, or weekly or monthly. Klein estimated as
many as 15 million persons paid at or below minimum wage for 1988, while for
the same year, official BLS (based on hourly data) estimates show 2.5 million per-
sons.

The following estimates (notes 7 through 10) of the underground economy in
foreign countries are from The Underground Economy in the United States and
Abroad, edited by Vito Tanzi, Lexington Books, 1982.

7From Kerrick Macafee, “A Glimpse of the Hidden Economy in the National Ac-
counts of the United Kingdom”, The concept used for the underground economy is
“gconomic activity generating factor incomes which cannot be estimated from the
regular statistical sources used to compile the income measure of gross domestic
product.” The method is to calculate the difference between GDP from the income
side of the U.K. National Income Product Accounts (“NIPA”) and the expenditure
side of the NIPA. The idea is that unreported incomes will show up as a discrep-
ancy between the income and expenditure side of the NIPA. This estimate does
not include expenditures that are concealed from the NIPA such as income in
kind, barter, and illegal sector (drugs, gambling, prostitution). ’

8From Bruno Contini, “The Second Economy of Italy.” Estimate is constructed
from estimates of the amount of labor supplied outside of the social security sys-
tem (payroll taxes). -

9From Isachsen, Klovland, and Strom, “The Hidden Economy in Norway.” Esti-
mates made from measurement of labor supply using the relationship between
money supply and GNP.

10From Ingemar Hansson, “The Underground Economy in a High Tax Country:
The Case of Sweden”. Determined by calculating total consumption expenditures
and net savings. Together, these equal disposable income, which is compared with
disposable income reported to tax authorities.



E—4.—Internal Revenue Service Income Tax Returns Filed and Examination Coverage

Individual returns

Corporation tax re-

. Audit rate  turns filed durin, Audit rate
Fiscal year viﬁtgdc(;lllgﬁgx?;gar ~ (percent) previon;i :glenda% (percent)

1988 ..ottt cr et sraesenesnneses 103,251,000 1.57 2,868,500 1.35
198O .ottt sbe s esee s sane 107,029,000 1.29 2,774,940 2.09
1990 iiiiiiiiieniecinnernree e e e resstbesrrons 109,868,400 1.04 2,752,600 2.71
1991 i saebesates TN 112,304,900 1.17 2,685,100 2.52
1992 Lo be s sresesbbasen . 113,829,200 1.06 2,621,900 3.04
I993 ittt e srrs b ss e ntos 114,718,900 0.92 2,620,900 3.05

Source: Internal Revenue Service 1993-94 Data Book.
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E-5. --Internal Revenue Service Income Tax Returns Filed and

Audit Rate

3.00% -

3.50%

2.50%
2.00% -
1.50%

A

1.00% -

0.50%

Examination Coverage
Income Tax Audit Rates

|

| 3

I

== |ndividual
Audit Rate

+ Corporate
Audit Rate

0.00%

| | | | I
I ! I |

1988 1989 1990 1991 1992 1993

Fiscal Year
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E-6.—Internal Revenue Service Income Tax Returns Filed and Examination Coverage

Individual income,

estate and gift re- Corporation in-

Audit rate come tax returns Audit rate

Fiscal year turns filed curing ercent filed during pre- ercent
prevxol;’segg.lendar (percent vious calendgnP year ® )
1988 ..ttt 111,212,786 1.53 2,868,500 1.35
115,504,040 1.29 2,774,940 2.09
118,439,900 1.07 2,752,600 2.71
121,141,000 1.18 2,685,100 2.52
122,141,000 1.08 2,621,900 3.04
123,882,400 0.96 2,620,900 3.05

Source: Internal Revenue Service 1993-94 Data Book.
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E-7.—Internal Revenue Service Collections, Costs, and Employees

In billions

Fiscal Real Clli)Stt?f l}ealﬁ:ostt Avgz'?ge

iscal year in 1 . co- ea collecting of collect- positions

Op'zl:;i 8 g&?‘l goclz):srt (i;(l)(l)lns g)ol:;cl- $100 ing $100! realized
1960 ..coneeirrirrrererrereeeree et $0.4 $1.4 $91.8 $351.8 0.40 1.52 51,047
1965 ..ot 0.6 2.1 114.4 404.6 .52 1.84 60,360
LOTO et 0.9 2.6 195.7 565.5 45 1.31 68,683
TOTE ettt 1.6 3.3 293.8 617.5 54 1.13 82,339
1980 oottt e s 2.3 3.2 519.4 735.9 44 .62 87,464
TOBL ettt 2.5 3.2 606.8 780.3 41 .52 86,156
1982 oottt 26 ° 3.1 632.2 756.7 42 50 82,857
OB e e e e 3.0 3.4 627.2 720.8 47 .54 83,605
1984 ottt 3.3 - 3.6 680.5 749.0 .48 .53 87,635
1985 .ttt as 3.6 3.8 742.9 787.6 48 b5l 92,254
1986 ..ottt se e 3.8 4.0 782.3 805.4 49 51 95,880
TOBT ettt et ens 44 4.4 886.3 886.3 49 .49 102,188
TO88 oottt et s nas 5.1 49 935.1 902.4 .54 .52 114,873
1989 ettt s a e e 5.2 48 10133 935.7 .51 47 114,758
1990 it 54 48 1,056.4 935.3 .51 .46 111,858
T991 o - 6.1 5.2 1,086.9 923.9 .56 48 115,628
TO92 ...t 6.5 54 1,120.8 925.4 .58 48 116,673
903 e 7.1 5.7 1,176.7 948.9 .60 48 111,352
1994 .o 74 59 1,276.5 1,009.6 .58 46 110,665

1Using Fiscal Year GDP deflator, 1987=100.

Sources: Internal Revenue Service, 1992 Annual Report; Internal Revenue Service, 1993-94 Data Book; Budget of the United States Gov-

ernment, Fiscal Year 1996, Historical Tables.

-3
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E-8.—Perceived Sources Of Complexity- in the Tax Law

A 1993 survey of business taxpayers! requested suggestions to
simplify tax compliance. Seventy percent of the respondents (256
’lcotal) provided answers. The most frequent suggestions were as fol-
owSs: S

Number of
responses
Suggestion: T ' ‘
Increase Federal/State uniformity ........ 75
Eliminate/simplify/change AMT ...........c.cccocienneniin. : 62
More book/tax conformity ........cccccviiveriivnreicniinnss 42
Uniform formula for apportioning State taxes ..... 31

The survey also asked about which aspects of the current cor-
porate income tax (Federal, State and local) are most responsible
{‘or the cost of compliance. The most frequent responses were as fol-
ows:

; Number of
S - e Y responses
Federal income tax:
Depreciation . . 118
Alternative minimum tax ...........coiveiiiinininenn 115
Uniform capitalization ..... 85
International 2 .........cccciorieronsionseasense. eerenes 44
State and local income taxes:
Lack of uniformity among States3 ........................ 76
State-Federal inconsistency? .........ccccceccevvueenreceen. 47
Apportionment ...c....coiriinnnnniicciinnnennnn. reeanens 42
Unitary/Water’s edge issues ..........ccoccoeuevveciennennene 42

1Joel Slemrod and Marsha Blumenthal, “Income Tax Compliance Cost of Big Business” (Uni-
versity of Michigan Working Paper No. 93-11, Ann Arbor, Michigan,1993). This survey was con-
ducted by mail to the 1672 firms in the Internal Revenue Service’s Coordinated Examination
Program. Responses were received from 365 firms, which represented 27.5 percent of the firms
on the mailing list that were still active businesses. The survey asked corporate tax officers
about the costs their companies incurred in complying with corporate income taxes.

2Besides the responses mentioning international issues overall, some responses cited specified
items involving international taxation: foreign tax credit (37 responses), controlled foreign cor-
poration reporting (21), transfer pricing (16) and allocation rules (12).

3 Among the responses citing the lack of State uniformity, 28 singled out apportionment.

4 Among the responses citing the inconsistency between State and Federal rules, 34 singled
out depreciation.

[SeT—



Outstanding Regulations Project at end of Calendar Year

E-9.--IRS Regulation Inventory 1975-1995

650
600
550
500 —
450
400 —
350 —
300
250 —
200 —
150 |}

100 —

75 76 77 78 79 80 81 82 83 84 85 8 87 88 89 90 91

Calendar Year

Source: Tax Notes, November 12, 1992 and personal communications with IRS staff.
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F. Comparison With State Tax Systems

Under present law, the majority of State and local tax revenues
are derived from sources other than individual and corporate in-
come taxes. Generally, income taxes account for no more than 25
percent of State and local tax revenues, whereas sales and property
taxes account for nearly 70 percent of all State and local tax re-
ceipts. -

However, most of the States that collect individual and corporate
income taxes model their State tax systems after the Federal in-
come tax system. Thus, if the Federal tax system is restructured
(e.g., by eliminating the Federal income tax), there may be imme-
diate implications for State and local government revenues. Simi-
larly, to the extent that State and local governments continued to
collect income taxes after a restructuring of the Federal tax system,
. the purported simplification of any Federal restructuring might not
be fully achieved for taxpayers.



F-1.--State and Local Tax Collections, Fiscal Year 1992
Total = $556 Billion

Local
40.8%
1$227 Billion
State
59.2%
$329 Billion

Source: Facts and Figures on Government Finance, 1995, Tax Foundation
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F-2.--Composition of Combined State and Local Tax Collections, Fiscal Year 1992

(Billions)
individual income Taxes
Corporate Income Taxes ($118) i

($24) 4% 21%

Other Taxes
, ($42)

Sales and Gross 8%
Receipts Taxes

($198)
35%

32%
Property Taxes
($178)

Source: Facts and Figures on Government Finance, 1995, Tax Foundation



82

F-3.—Degree of Conformity Between State and Federal
Income Taxes

State income tax uses Federal adJusted gross income: Ari-
zona, California, Connecticut, Delaware, District of Columbia,
Georgia, Illinois, Indiana, Iowa, Kansas, Kentucky, Louisiana,
Maine, Maryland, Massachusetts, Michigan, Missouri, Montana,
Nebraska, New Mexico, New York, Ohio, Oklahoma, Oregon, Vir-
ginia, West Virginia, and Wisconsin.

State income tax based on Federal taxable income: Colo-
rado, Hawaii, Idaho, Minnesota, North Carolina, South Carolina,
and Utah.

State income tax calculated as a percentage of Federal tax
liability: North Dakota, Rhode Island, and Vermont.

Only certain interest and dividends are taxed by State:
New Hampshire and Tennessee.

No conformity between State and Federal income taxes.
Alabama, Arkansas, Mississippi, New Jersey, and Pennsylvania.

No State income tax: Alaska, Florida, Nevada, South Dakota,
Texas, Washington, and Wyoming.

Source: U.S. Advisory Commission on Intergovernmental Rela-
tions, Significant Features of Fiscal Federalism, 1995.
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G. Comparison of U.S. Tax System and Savings Rate With
Certain Foreign Countries

This section provides a basis of comparison of the U.S. Federal
tax system and savings rates with those of selected foreign coun-
tries. For the United States, United Kingdom, Japan, Germany,
Canada and for all the OECD countries as group, a comparison is
provided of the portion of each country’s tax receipts for 1992 from
individual and corporate income taxes, Social Security taxes, prop-
erty taxes, general consumption taxes (such as State sales taxes),
and taxes on specific goods (for example, the excise taxes on alco-
holic beverages or tobacco). Information on savings rates for several
countries is also provided, both as a percentage of household in-
come, and as a percentage of gross domestic product, over the past
several decades.



G-1.--Percentage Distribution of Tax Receipts by Type of Tax,
Selected Countries, 1992

100% —
4.8 7.6
14.3 16.5
17.1
80% - 19.7
60% -
8
4
40% - i
20% —
0%
QECD Canada Germany Japan United United
Total Kingdom States
Countries

Source: Statistiques des Recettes Publiques des Pays Membres de L'OCDE, 1965-1998, Organisation de Cooperation et de
Developpement Economiques, Paris, 1993.
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G-2.—Net Household Saving as a Percentage of Disposable Household Income, Selected Years, 1972

1994
Aver-
Country 1972 1976 1980 1984 1988 1989 1990 1991 1992 1993 19941 ;587
93

United States ..., 7.5 7.6 8.1 8.3 4.5 4.1 4.3 4.9 5.0 4.6 4.3 5.3
Japan ..., 182 232 179 1568 143 146 141 151 143 14.6 14.8 14.9
Germany ... 144 13.3 12.8 114 12.8 124 139 12.8 12.9 12,1 11.3 12.6
Canada ........ 87 118 186 160 9.7 104 99 108 108 106 104 11.0
AUSEEAHA 1vvvvverirennrsenenseisessieniiesisssions 11.8  1L1 101 9.3 6.6 7.1 8.0 6.5 6.4 4.2 3.6 6.8

Source: Organization for Economic Co-Operation and Development, OECD Economic Outlook, 55, June 1904,

1Estimated.
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G-3.—Net National Saving as a Percentage of GDP in Selected Countries Selected Years, 1962-1989

Country 1962 1967 1972 1975 1978 1981 1982 1983 1984 1985 1986 1987 1988 1989
United States ......cceceevevvmiiceninnnnens 9.1 9.7 8.8 6.0 8.9 6.4 2.7 2.2 44 3.3 2.2 2.1 3.1 3.2
dJapan ... .. 217 222 244 194 200 179 170 161 170 180 180 183 192 20.0
Germany .. .. 186 15.0 16.0 96 114 8.0 7.7 8.5 9.2 96 116 113 124 14.1
France .....cccooccvnnnnns we 173 184 176 132 13.0 8.5 7.2 6.4 6.3 6.4 7.6 7.3 8.2 8.8
United Kingdom ..... 8.6 94 9.1 3.5 6.9 4.3 4.6 53 5.1 5.8 44 4.3 4.7 4.5
Italy .ovvernnn .. 197 163 150 109 141 102 9.3 95 10.0 9.2 9.1 8.5 8.8 8.5
Canada .. 86 108 112 112 100 111 7.5 7.1 8.7 7.8 6.0 7.2 8.9 8.6
Belgium ... 121 145 158 124 111 4.8 44 5.0 6.2 5.6 7.6 81 100 117
Greece ... we 1483 147 220 163 186 161 8.3 8.0 6.7 44 4.8 4.9 8.0 5.7
Netherlands .....ccoovvuvveeversnnresnnnenenas 174 179 183 140 120 104 108 112 129 136 127 105 124 134
Sweden ............ .. 136 136 128 127 6.0 3.6 1.9 3.8 5.9 5.7 6.2 6.4 6.8 7.3
Switzerland .... . 185 195 205 170 162 178 17.7 177 187 195 211 216 225 233
Australia ..., 10.6 95 134 8.5 6.6 4.2 0.7 3.0 3.4 2.3 24 4.7 7.4 6.3

Source: National Accounts, 1960-1989, volume 1, OECD, 1991,

- 98
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H. Major Components of Various Alternative Tax Systems

The following materials describe characteristics of, and the treat-
ment of, various items under alternative tax systems. In general,
most tax systems that have been the subject of recent discussions
may be described as either a consumption-based tax or an income-
based tax. Examples of consumption-based taxes include retail
sales taxes, value-added taxes (e.g., the Business Activities Tax of
S. 2160, introduced by Senators Danforth and Boren in the 103rd
Congress and the business tax of S. 722), the flat taxes introduced
by Mr. Armey (H.R. 2060; 104th Cong., 1st Sess.) and Senator
Shelby (S. 1050; 104th Cong., 1st Sess.), and the USA tax intro-
duced by Senators Nunn and Domenici (S. 722; 104th Cong., 1st
Sess.). Examples of income-based taxes include the present-law in-
come tax and a flat tax proposed by Representative Gephardt (see,
e.g., statement released January 17, 1996).

The major difference between a consumption-based tax and an
income-based tax generally involves the treatment of savings.
Under an income-based tax, returns to savings (e.g:, dividends, in-
terests, and capital gains) generally are subject to tax. Under a
consumption-based tax, returns to savings generally are excluded
from the tax base. Such exclusion may be achieved by taxing con-
sumption directly, excluding investment income from the tax base,
or providing a deduction for increased savings. Some tax systems
may have features that are either income-based or consumption-
based. For example, a significant portion of the current U.S. tax
system generally is considered to be an income tax, but the exclu-
sion of contributions to, and earnings of, qualified retirement plans
under present law is a feature of a consumption-based tax. For a
further discussion of the distinctions between consumption-based
taxes and income-based taxes, see Joint Committee on Taxation,
Descripton and Analysis of Proposals to Replace the Federal Income
Tax (JCS-18-95), June 5, 1995. ,

The following materials contain charts that generally describe
the treatment of certain common items of income and expense
under various alternative tax systems. The charts describe how a
taxpayer would treat these items on its own tax return. The de-
scription of the treatment of these items under “national retail
sales tax” and “income-based flat tax” is based upon theoretical
models for such systems. The “value-added tax” is based upon the
Business Activities Tax of S. 2160 (103rd Cong.). The “consump-
tion-based flat tax” is based upon H.R. 2060 and S. 1050, as intro-
duced. The “USA tax” is based upon S. 722, as introduced.
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H-1.—Characteristics of a Consumption-Based Tax

Individuals:
Not directly subject to tax (e.g., retail sales tax or VAT); or
S)ubject to tax only on wage income (e.g., Armey-Shelby flat
tax); or
Subject to tax on all income, but deduction allowed for sav-
ings (e.g., Nunn-Domenici USA tax).
Investment income (e.g., dividends, interest, capital gains)
not subject to tax at the individual level.
Businesses (sole proprietorships, partnerships, S and C
corporations):
Only retail sales subject to tax; or
Subject to tax on “value added”:
Gross f)roceeds from sales of goods or services
ess
Costs of goods and services acquired from other tax-
payers (i.e., “expensing” of equipment, inventory, etc.).
No deductions for interest expense or employee wages
(unless employees are subject to tax on wages as in
Armey-Shelby flat tax).

H-2.—Characteristics of an Income-Based Tax

Individuals:
Subject to tax on all income, including wage and investment
income; .
Deductions allowed only for expenses incurred in the produc-
tion of income.
Businesses (sole proprietorships, partnerships, S and C
corporations):
Su(li)ject to tax on all income as such income is earned or ac-
crued;
Deductions allowed for expenses incurred in the production

of income: o
Expenditures that benefit future periods are deducted in

such periods (i.e., “capitalization” of equipment, inventory,
p 1Y y

etc.);
Deductions allowed for interest expense and employee

wages. .
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H-3.--Treatment Of Individuals Under Various Tax Systems

National Value- Consumption- Nunn- Present | Income-based
Retail Added Tax | based Flat Tax | Domenici Law Flat Tax
Sales Tax (VAT) USA Tax
INCOME:
Wages\Salaries | N/A NA Includible Includible Includ. | Includible
Retirement Includible | Includible | Includ. | Includible
Benefits (incl. NA N/A when when when when
inside build-up) Received Received Recvd. | Eamed
Social Security Partially Partially
Benefits N/A N/A Not Includible Includible Incl. Includible
Employer-paid Not
Health Care N/A N/A Not Includible Includible Includ. | Includible
Dividends, Int. | N/A N/A Not Includible Includible Includ. | Includible
Muni Interest | N/A N/A Not Includible * | Not Incl. Not Inc! | Includible
Capitai Gains N/A N/A Not Includible Includible Includ. | Includible
Business, Farm, Subject to Distributions
Partnership, & Separate from Busin, | Includ. | Includible
Sub SIncome |N/A N/A Business Tax Includible ‘
DEDUCTIONS:
IRA & Savings Unlimited Limited | Not
Contributions | N/A N/A Not Deductible - | Deduct. Deduct. | Deductible
Medical N/A N/A Limited | Not
Expenses Not Deductible | Not Deduct. | Deduct. | Deductible
State &Local/ - Not
Real Est, Taxes | N/A N/A Not Deductible | Not Deduct. | Deduct. | Deductible
Mortgage Int. - | N/A N/A Not Deductible | Deductible ~ | Deduct. | Not Deduct.
Charitable S Not
Contributions N/A N/A Not Deductible | Deductible | Deduct. | Deductible
Education NA N/A Not Limited Gener'ly | Not
Expenses Deductible Deduction Not Ded

Deductible
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H-4.--Treatment Of Businesses Under Various Tax Systems

National | Value- Consumption- Nunn- Present | Income-based
Retail Added Tax | based Flat Tax | Domenici Law Flat Tax
Sales Tax (VAT) USA Tax

INCOME:

Gross Receipts | Retail Includible Includible Includible | Includible | Includible
from Sales of Sales

Goods/Services | Only .

Interest Not Incl. | Not Incl. Not Incl. Not Incl. Includible | Includible
Dividends Not Incl. | Not Incl. Not Incl. Not Incl. Partially Includible

| Includible

Capital Gains . | Not Incl. | Not Incl. Not Incl. Not Incl. Includible | Includible
Proceeds from | NotIncl. | Includible Includible Includible | Includible | Includible
Sales of

Business Assets )

Rental & Not Incl. | Incl. iftrade | Incl. if trade or | Incl. if Includible | Includible
Royalty Income or business | business trade or

business
DEDUCTIONS:
Inventory Not Ded. | Ded. when [ Ded. when Ded. when [ Ded. when | Ded. when
acquired acquired acquired | sold sold

Cost Recovery Not Ded. | Expensed when | Expensed when Expensed when | Deprec. Depreciate
of Property soquired acquired sequired over time | over time
Officers' Not Ded. | Not Ded. Deductible Not Ded. Ded. with | Deductible
Compensation : limits

Salaries/Wages Nof Ded. | NotDed. Deductible Not Ded. / Deductible Deductible
‘Rétire. Benefits | Not Ded. | NotDed. | Deductible NotDed | Deductible | Deductible
Employee Health | Not Ded. | Not Ded. Not Ded. ‘Not Ded. Deductible | Deductible
Taxes NotDed. | Not Ded. Not Ded. Not Ded. Deductible | Deductible
Interest Not Ded. | Not Ded. Not Ded. Not Ded. Deductible | Deductible
Charitable Not Ded. | Not Ded. Not Ded. Not Ded. Ded. with | Deductible
Contributions limits

Advertising Not Ded. | Deductible | Deductible Deductible | Deductible | Deductible
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